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THE UNITED STATES LEATHER COM- 
PANY AND ITS REORGANIZATION 

SUMMARY 

Economic disadvantages of combination in the sole leather industry, 
69. — Promotion of the United States Leather Co., 70. — Early and 
continued failure of the company, 72. — Speculative character of its 
stocks, 73. — Underlying causes of its failure, 75. — First plan of 
financial readjustment, 77. — Second plan and the reasons for its lapse, 
78. — Revaluation of the assets of the company, and third plan, 82. 
— Motive back of this third plan, 83. — Fourth and final plan of 
reorganization, 85. — Justice of this plan, 92. — Subsequent litigation 
and the settlement, 100. 

The reorganization of the old United States Leather 
Company into the present Central Leather Company 
affords one of the simplest and most instructive ex- 
amples of modern reorganization finance. The financial 
difficulties of the company grew out of the peculiar 
and highly competitive position of the leather industry 
during the last twenty years, — a position, moreover, 
which was remarkably free from the modifying in- 
fluences of legislation and the tariff. The reorganiza- 
tion itself involved the rights of preferred shareholders 
to accumulated but unpaid dividends, and the dis- 
tinction between surplus earned in the regular course 
of operation and surplus arising out of the increase 
in value of tangible assets. The reorganization is, 
therefore, of interest to students both of general eco- 
nomics and of industrial finance. 

The sole leather industry does not lend itself readily 
to large-scale production. Little capital for plant 
is required, in proportion to the output; the raw 
materials (hide and bark) are purchased in a highly 
competitive market, and the finished product is sold 
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under equally keen conditions of competition. The 
American tanners buy their raw Argentina hides in 
competition with Canadian and European tanners, 
and they sell their leather in competition with the 
leather of these same tanners. The markets in which 
they buy and sell are, therefore, world wide in scope. 
No large amounts of skilled labor of a technical order 
are required, for the tanning of hides is a long-time 
process in which the cost of labor is subordinate to 
the cost of the raw material. Furthermore, the small 
tanner who is near his bark lands can tan a few hides 
a week quite as cheaply as the large tanner, further 
removed, can tan a hundred or a thousand times as 
many. Under these general economic conditions it 
would seem that the American tanners would derive 
little advantage from consolidation. Yet, in spite 
of these underlying facts, the sole leather industry 
was one of the first to resort to the modern form of 
consoUdation in the hope of allaying the disastrous 
results of competition, and at the time this consoUda- 
tion was formed it was represented by the only cor- 
poration in the country with a capitaUzation well over 
a hundred milUon. Viewing the matter broadly, 
then, we seem to have here a huge capitalistic com- 
bination seeking to apply the methods of large-scale 
production without the prop of a natural or legal 
monopoly and in the very face of economic conditions 
which favor small-scale production. The result of 
this experiment is instructive. 

In consequence of the severest kind of competition, 
the various sole leather tanners found themselves 
in the early part of 1893 conducting their several 
businesses at a loss and cherishing no hope of relief.* 

1 An agreement to stop wetting hides for a certain time was entered into in 1892. 
This apparently stimulated competition Report of the Industnal Commission* 
vol xili, p 685 (L. H. Lapham's affidavit). 
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The success with which the sugar and oil combinations 
had lessened competition were matters then familiar 
to the business world. The tanners would do likewise. 
Then, too, some of the older men were desirous of 
organizing their business affairs so that their property 
could be administered easily in case of their death. 
These, in brief, were the two chief reasons which led 
to the formation of the United States Leather Com- 
pany in the spring of 1893. 

The combination formed a consolidation of some 
sixty leather houses representing approximately a 
hundred and ten tanneries. It acquired control of 
about seventy-two per cent of the hemlock output, 
about forty-five per cent of the union, and about 
thirty per cent of the oak-tanned leather. The strong- 
est firms in the hemlock branch of the industry went 
into the combination, but the more prosperous oak 
and union tanners refused to enter, largely because 
they were not offered a bonus. Besides the tanning 
properties the combination acquired about four hun- 
dred thousand acres of bark land and the bark rights, 
on nearly a hundred thousand more. 

The formaUties of incorporation were complied 
with by five dummy stockholders, and the company 
was granted a charter by the state of New Jersey on. 
February 25, 1893, under the old " Act Concerning 
Corporations " approved April 7, 1875.^ The certif- 
icate of incorporation was afterward amended * several 
times. 

The important items of the early financing can 
be expressed in a nutshell. The authorized capital 
consisted of sixty-four millions preferred and the same 
amount of common stock. Of these amounts there 

' Revised Statutes, 1877, p. 175, General Statutes, p. 907. 
* Amended certificate dated April 29, 1893. 
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were issued, after various adjustments had been 
made, $62,282,300 of the preferred and $62,882,300 
of the common. 1 The preferred carried eight per 
cent cumulative preferential dividends, to be paid 
from the net earnings of the business. It was pre- 
ferred both as to dividends and to assets in case of 
liquidation. Working capital was fiu*nished by an 
issue of ten milUon debentures of which six millions 
were underwritten and issued at par through a syndi- 
cate managed by Heidelbach, Ickelheimer and Co.; 
four per cent of these bonds must be retired each year 
at not over 110. The preferred stock was issued in 
return for actual property, either tanneries or bark 
lands, at a fair inventory valuation. With each share 
of the preferred stock was given a single share of the 
common; six hundred thousand dollars par value 
of the common stock was also given to the syndicate 
underwriters as a ten per cent commission for under- 
writing the debentiu-e bonds.^ Using these figures 
as a basis the company had, therefore, actual property 
to the amount of a little over sixty-eight milhons and 
book liabilities of a hundred and thirty-one millions. 
The fixed charges, including the cumulative dividends, 
required $5,342,584. 

The financial position of the United States Leather 
Company with respect to other capitalistic combina- 
tions of the time deserves, perhaps, some passing 
comment. At the time of its formation in 1893 it 
had the largest book capitalization of any American 
industrial. The component companies of the re- 
cently dissolved Standard Oil Trust had at that time 
a Uttle over $102,000,000, the American Sugar Re- 

J The capitalization items were somewhat less at the very beginning on account 
of incomplete inventories of subsidiary holdings. 

* Report of the Industrial Commission, vol, xiu, p. 686. 



72 QUARTERLY JOURNAL OF ECONOMICS 

fining Company had an authorized capital of $75,000,- 
000, the National Lead Company a little less than 
$30,000,000, the American Tobacco Company $35,- 
000,000, and the United States Rubber Company 
$50,000,000. All the other industrial combinations 
then in existence had yet smaller capitalizations. 

The figures of the United States Leather Company 
express the unbounded optimism with which the 
promoters of the enterprise entered into the work 
of managing the new combination. The old leather 
interests, represented by men who had conducted 
their separate businesses for thirty odd years and more 
under conditions of free competition, beUeved that the 
low price of the finished product was directly attrib- 
utable to the severity of competition and that when 
the known economies of combination had been in- 
troduced, a period of high prices and trade prosperity 
would necessarily follow. This was as far as their 
vision penetrated. One of the most encouraging 
features of the combination movement is the power- 
lessness of mere accumulations of capital to under- 
mine fundamental economic conditions. During the 
first year of its history the United States Leather 
Company showed a net loss of approximately one 
and one-third millions. ' Subsequently its net earn- 
ings increased, but in no year of its history warranted 
the declaration of the full eight per cent on the pre- 
ferred which the original contract between the corpora- 
tion and its stockholders required. In 1895 six per 
cent was paid and rumors were circulated, — " un- 
authorized assertion by one of the directors, — " ^ 
that the preferred would soon be put on the full eight 

> Commercial and Financial Chronicle, vol 60, p 391. 
« Ibid., pp. 62, 412. 
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per cent basis. The following year, instead of the 
unauthorized assertion of one of the directors coming 
to pass, the preferred shareholders received merely 
one per cent.' Needless to say, nothing was paid on 
the common stock. 

The failure of the Leather Company to earn the 
expected dividends, coupled with its heavy capitaliza- 
tion, gave both the common and preferred stocks a 
highly speculative character. During 1894 the pre- 
ferred ranged, with considerable fluctuation, about 
60. The following May, because of the somewhat 
larger earnings, and also the wide circulation of the 
" unauthorized assertion of one of the directors " 
that the fuU eight per cent would soon be paid, the 
preferred reached almost par. This was the highest 

* The following table indicates the amount of dividends paid, the earnings, and the 
accumulated unpaid dividends from the beginning of the company. The dividends 
were cumulative from May, 1893, which accounts for the fractions. 
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Total surplus from net earnings at time of reorganization, Jan. 6. 1905. $3,964,813. 
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point the stock attained until the time of the reorgan- 
ization of the company nearly ten years later. In 
1896 the company was running at a loss and the pre- 
ferred declined to about forty dollars per share. During 
this period the common stock had a mere nominal 
quotation of five or six dollars. In the years following 
the stocks of the Leather Company were little more 
than speculative dice for Wall Street. The failure 
of the preferred to receive the full eight per cent, any 
unpaid balance being cumulative, gave the glamor 
of the unpredictable upon which Wall Street speculation 
thrives. The common stock had hardly this interest. 
Speculation is most active in low-priced, non-dividend 
paying securities, but even these must have some 
pretence to value, either actual or potential. Leather 
common had neither. Issued as a bonus to the holders 
of the preferred, its value was offset, in every balance 
sheet of the company, by the highly suggestive phrase 
" good will, etc." Any potential earnings it might 
ever have had were being rapidly absorbed by the 
constantly accumulating load of unpaid dividends 
on the preferred. Its only possible value lay in the 
voting power, and this was merely nominal, as control 
was closely held by the original leather interests. 
The only exception to this dead level of neglect in 
the eleven odd years during which the common stock 
was quoted on the New York Exchange occurred in 
November, 1899. Ordinarily the stock had been 
quoted within a narrow range between five and ten 
dollars per share. During October of that year the 
stock assumed speculative activity till on the 25th 
it rose to 25 and on the 6th of November to 40|. 
Two days later it fell back to 20, and by November 
29th it was again quoted at 10. During this brief 
period the original old leather interests disposed of 
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the major part of their common stock,' reserving for 
themselves and their families only the preferred. 
Various explanations were given for this anomaly, — 
Standard Oil acquiring control,^ " a corner by the 
insiders," a proposed re-adjustment of the accumu- 
lated dividends. The real reason was, in all probabil- 
ity, that the stock was more closely held than the Wall 
Street manipulators had realized. This reason, simple 
enough, is highly significant. 

This, in brief, is an outline of the financial history 
of the sole leather combination down to 1900. It 
is in sharp contrast to the optimism of its promoters. 
If one were asked to micover the fundamental causes 
which explain this contrast, one could perceive, perhaps, 
four important reasons which underlie the failure 
of the Company during the first years of its history. 
Three of these reasons are economic; the fourth 
concerns skill of management, an adequate estimate 
of which can be formed from the history of the cor- 
poration. 

One of the most potent causes for the early failure 
of the Leather Company lay in the general business 
depression prevailing at the time of its formation. 
The first four or five years of its existence were during 
a time of marked industrial stagnation. The rela- 
tively long period required for the manufacture of 

' The speculative character of this episode 13 illiiatrated by the large volume of 
sales There were outstanding 628,823 shares of common stock During the week 
from June 3 to 10, 1899, a fair illustration of the normal market, 350 shares were sold. 
During the week November 4th to 10th, 545,995 shares were sold, — nearly the 
entire issue of stock November 7th was a holiday, so this represented 109,199 shares 
per day average, for a stock which, six months before, had averaged 50 shares a day. 
In the three weeks from October 21st to November 10th, 1,403,330 shares were sold, 
over twice the outstanding stock 

2 Com and Fin. Chron , vol 69, p 909. Professor J. W. Jenks gives credence to 
this rumor in his market report on the stock to the Industrial Commission. He does 
not state his reasons for accepting it and subsequent developments fail to show a 
single sign of Standard Oil Influence. 
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leather aggravated this difficulty, for the fall in the 
price of hides lagged behind the fall in the price of 
leather. 

The second economic condition concerns the general 
character of the industry. Reference has already 
been made to the peculiar difficulties of large-scale 
production in the sole leather business. Competition 
was inevitable and the small well-equipped tanneries 
were in a strongly intrenched position. This com- 
petition was not eliminated through the combination, 
as its promoters had hoped. The prices of leather 
were as competitive after its formation as before. 
From the beginning the Leather Company feared 
the large, independent oak and union tanners, who 
controlled more than half the domestic output, and 
it was the oak and union tanned leather which was 
largely consumed in the American market. The 
independent tanners had on their side the advantages 
of small-scale production and direct personal super- 
vision over the process of manufacture. Even in 
the hemlock branch of the industry, where the United 
States Leather Company was dominant in this country, 
conditions were no less competitive. A very large 
part of this hemlock leather, made from Argentina 
hides, was exported to European markets where the 
American interests met the competition of foreign 
tanners. In no sense, therefore, was the United States 
Leather Company in a position to dominate the in- 
dustry. 

The third economic condition which militated 
against the success of the sole leather combination 
was the chronic lack of working capital. Between 
the pm-chase of green " packer " hides in this country 
and the actual sale of the finished leather to the domestic 
consumer, from six months to a year elapses; and 
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between the purchase of Argentina hides and the 
settlement -with the foreign consumer this period may 
be extended to a year and a half. Large amounts 
of working capital are required to carry the material 
in the process of manufacture. Altho the government 
gave a drawback on exported leather made from 
imported hides, even the interest on the duty advanced 
on these imported hides constituted a considerable 
item. To carry these heavy charges the company 
incurred large floating debts which, together with 
the low market value of their securities, injured its 
credit. 

Since the formation of the leather combination, 
dividends in arrears on the preferred stock had been 
accumulating. It was natural, therefore, that various 
efforts should be made which looked toward the ad- 
justment of these dividend claims. During a period 
of eleven years, beginning in the early part of 1899 
and extending until the settlement of the Colgate 
suit in the winter of 1910, the Leather Company 
was struggling to rehabilitate itself from the load 
occasioned by these claims. Four plans of reorganiza- 
tion were successively proposed and three were widely 
circulated. All but the last met -with utter failure. 
The fourth plan of reorganization accomplished the 
desired end only after a long period of court litigation. 
In it, however, we are presented with one of the least 
compUcated reorganizations in the recent history of 
corporation finance. It is this simpUcity which makes 
the United States Leather Company reorganization 
important as a type of industrial readjustments. 

The first plan of adjustment of which any rumor 
reached the financial world was proposed in the 
early part of 1899.^ At this time the preferred stock 

' Com. and Fin. Chron., 69, 138. 
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itself was quoted about 75 and the accumulated unpaid 
dividends amounted to about thirty dollars a share. 
The plan in brief was to give to the preferred share- 
holders 10 per cent of script in lieu of their claims 
to dividends. 

In this proposition to pay the claims of a favored 
class of shareholders by script, we have the simplest 
kind of an adjustment of an interest liability. The 
only question of doubt would center in the amount 
of script. The preferred shareholders would demand 
the full face value of their claims; the common share- 
holders would naturally refuse this demand on the 
ground that the preferred shareholders, favored tho 
they might be, were still stockholders and not bond- 
holders and, therefore, under an implied obUgation 
to bear some of the biu-den of an enterprise which 
had proved less successful than expected. Whether 
or not this difficulty was early encountered, the plan 
itself failed. It was not even presented to the stock- 
holders. Still, in many respects, it was fairer to all 
concerned than any of the subsequent plans. It 
recognized the justice of the preferred stockholders' 
claim, and in the attempt to satisfy this claim it worked 
no hardship on the corporation itself, nor did it involve 
the sacrifice of any nominal tho perhaps unreal rights 
of the common stockholders. No heavy reorganiza- 
tion expenses were involved. Its great defect lay 
in its failure to guard against similar difficulties in the 
futiu-e. 

In this last particular the second plan of adjustment 
was a great improvement. On August 22, 1899, a 
committee was appointed by the Board of Directors 
" to consider the question of the settlement of back 
dividends on the preferred stock of the company and 
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the extinction of the cumulative clause." ^ The 
appointment of this committee took place a short 
time after the first plan was given up so that the two 
attempts at adjustment were part of the same under- 
taking. The committee reported to the Board on 
the 4th of October, proposing that the preferred share- 
holders (1) surrender all claims to dividends already- 
accumulated, (2) agree to the abolition of the cumula- 
tive element of their contract, (3) accept a non-cumula- 
tive dividend of 6 per cent, and that in consideration 
of these concessions the common shareholders should 
reUnquish 50 per cent of their holdings to the owners 
of the preferred. These provisions were embodied 
in a circular submitted to all stockholders under 
date of October 10, 1899. After an outhne of the 
plan the circular goes on to state that the directors 
recommend its acceptance because of the growing 
burden of cumulative dividends on the preferred 
which " tends to injure the good name of the company 
and is unjustly prejudicial to the stocks as investment." 
It is further suggested that it might be desirable that 
the common stock should have " a prospect of more 
immediate dividends." At this time the directors 
held large amounts of common stock. Furthermore, 
it was contended that the removal of the cumu- 
lative feature on the preferred and the reduction 
of the dividends to six per cent would prevent any 
similar trouble in the future. 

This plan, like the first one, failed utterly. Out 
of 622,694 shares of preferred only 180,165 approved; 
out of the 628,694 shares of the common only 43,429 
approved,^ — less than a third in one case, and less 

' Colgate V. XJ. S. Leather Co , Chancery in N. J., Hoyt affidavit, p 3. 
* Colgate V. Leather Co., Affidavit of Fred E. Knapp. 
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than a tenth in the other. From a comparison of 
figures it would seem as if the plan favored the pre- 
ferred shareholders. It was not the case. The com- 
mon stock was worth, during October, about eleven 
dollars a share. The preferred holders were, there- 
fore, giving up over thirty dollars in accumulated 
dividends claims, relinquishing their charter rights 
to two per cent dividends and the cumulative feature 
attached to the remaining six per cent, and in return 
for all this they would receive common stock which 
they could sell on the market for five or six dollars. 

The lapse of the plan was due probably to the un- 
wilUngness on the part of both classes of stockholders 
to face the fact that the enterprise had been, when 
gauged by the hopes of the promoters, a failure. In 
1899 the wave of extravagant optimism in regard to 
monopoly combinations was just beginning to make 
itself felt. Then, too, in the present instance, an 
adjustment of actual rights was difficult. No fraud 
could be urged on either side. Yet the preferred 
shareholders held to the wording of their contract, 
Shylock-like, demanding their accumulated dividends 
when there was naught to pay them with; and the 
common shareholders, never having received a cent 
in dividends, regarded the whole affair as a snare, 
and were unwilling to relinquish any of their nominal 
rights, even tho the actual value of their holdings 
would be increased. The investor in corporation 
stock, especially the small investor whose knowledge 
of the management is indirect, will always gauge 
the value of his property by nominal rights and legal 
fictions rather than actual economic values. No 
reorganization in the entire history of our railway 
and industrial finance, which involved a readjustment 
of interests, was ever regarded by all as fair. 
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The most glaring defect of the plan lay in the fact 
that the capital liabilities were not reduced. With 
over one hundred and thirty millions of outstanding 
capitaUzation the company showed average net earn- 
ings from its formation to January 1, 1899, of approxi- 
mately $2,675,000 ^ per annimi or about two per 
cent. Had the committee proposed to cancel alto- 
gether half of the common stock instead of giving 
it outright to the preferred holders, the plan would 
have conformed better to underlying economic condi- 
tions. It would have been simpler, too, as it would 
have involved a sacrifice on both sides instead of an 
attempt to balance one set of rights by another. 

For some time after the failure of this plan nothing 
was done toward the readjustment of the financial 
affairs of the company. A dividend of six per cent 
was earned and regularly paid on the preferred. The 
accumulated unpaid dividends increased, therefore, 
at the rate of two per cent annually. 

During the latter part of 1902 the management, 
at the instigation of the officers of the subsidiary 
tanning companies, became interested in the re- 
appraisal of certain large areas of hemlock bark lands. 
These timber forests were bought from the old leather 
interests in 1893 at what was then a fair market valua- 
tion.^ In the meantime, the value of both timber 
and bark had increased considerably. It was natiu-al, 
therefore, to suppose that the lands were worth more 
than when acquired.' A revaluation was accordingly 

1 Including interest on debentures, an average of $2,676,804 

2 Four dollars a cord for lands owned In fee, two dollars and fifty cents a cord 
for lands with bark ngbts only. Application to N. Y. Stock Exchange for listing the 
6 per cent debentures, June 21, 1893. 

* The covert reason for this reappraisal was the desire on the part of the managers, 
who then controlled the preferred stock only, to adjust the accumulated dividend 
claims on the basis of a hidden but unearned surplus Preferred Stockholders' Circu- 
lar, May 28, 1903, also (Colgate v. Leather Co. Hoyt affidavit, p 14.) 
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made by certain executive ofl&cers and was reported 
to the directors on May 28, 1903. The committee 
found that the bark property was worth about fourteen 
millions more ^ than the figures at which it was carried 
on the corporation's books. This revaluation plays 
a considerable part in the subsequent financial history 
of the Company. 

About the same time the United States Leather 
Company caused to be incorporated the Central 
Pennsylvania Lumber Company, a very large majority 
of the stock of which — apparently all except direc- 
tors' qualifying shares — passed directly into the 
treasury of the Leather Company. This Lumber 
Company took over the timber but not the bark 
rights on the revalued bark land described in the 
previous paragraph. In payment for the timber 
the Lumber Company then issued to the subsidiary 
tanning companies ten million first-mortgage bonds. 
These bonds were then transferred to the treasury 
of the United States Leather Company — the holding 
company — in liquidation of dividend claims or claims 
for money advanced. 

On the same date that the report upon the revalua- 
tion of the bark lands and the formation of the Lumber 
Company was received by the directors, this board 
issued a circular to the stockholders which embodied 
a new plan of reorganization. Briefly the plan was 
to use some of the new revaluation surplus to liquidate 
the claims of the preferred stockholders to accumulated 
dividends, then amounting approximately to thirty- 
seven dollars per share. In detail the plan required 
the deposit of the preferred stock with the Morton 
Trust Company against negotiable certificates. The 
trust thus created. was to be administered by a self- 

» J14,236,198.10. Ibid. Additional affidavit of James R Plum, p 7 
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constituted committee, drawn directly from the large 
holders of preferred stock who were then important 
on the directorate. It was to expire by limitation 
in ten years unless reconstituted by eighty per cent 
of the holders of the certificates.^ It could also be 
terminated on sixty days notice by a majority of the 
certificate holders.^ 

The objects of the trust, as explicitly defined in the 
trust agreement, were ^ to ratify the issue of the ten 
milhon lumber bonds, and * to devise a plan whereby 
some of the surplus resulting from the revaluation 
could be divided among the preferred stockholders, 
in consideration of their claim to dividends in arrears. 
The intent of the plan to use this surplus to meet the 
claims of the preferred shareholders was explicitly 
stated in Article III of the trust agreement, so that 
as late as 1903 the directors were of the opinion that 
the increase of assets due to the higher market price 
of timber could be regarded as net surplus legally 
applicable to the satisfaction of the claims of the 
preferred shareholders. The point is important be- 
cause in the litigation which followed the successful 
reorganization of the Company the view was denied 
by these same men who had earlier made the proposal. 

The plan failed, like the two preceding attempts 
at readjustment. For its adoption it required a de- 
posit of at least eighty per cent of the outstanding 
preferred stock, — upwards of five hundred thousand 

1 Preferred Stockholders' Agreement of 1903, Article xii, par 3. 

' Ibid., par 1. • Preferred Stockholders' Agreement of 1903, Preamble. 

* The original certificate of incorporation required the ratification of all issues of 
bonds or debentures by eighty per cent of the outstanding preferred stock Altho 
the Lumber bonds were not a direct obligation of the U. S. Leather Co , the manage- 
ment deemed it wise to obtain the assent of eighty per cent of the preferred stock to 
their issue. 
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shares. On December 23 the committee announced 
the lapse of the plan, only 243,728 shares having 
consented to the agreement. 

The managers, being large holders of preferred 
stock, were actively in favor of this agreement. They 
beUeved confidently that the reorganization would 
go through and in view of this the president and 
four members of the directorate acquired, on syndicate 
account, fifty thousand shares of the common stock. 
This obviously would be enhanced in value through 
an adjustment of the accumulated dividends on the 
preferred. This stock was acquired during January, 
February, March, lOOS^, before the publication of the 
revaluation. Altho the agreement itself failed of 
adoption, the expected success of the fourth and last 
plan, proposed soon after, enabled the syndicate 
to dispose of their holdings at a profit during October 
and November, 1904. 

The reason for the failure of the plan of 1903 lay 
in the conditions under which it was proposed. In 
the broad purpose of rehabilitating the credit of the 
company no possible fault could be found. The plan, 
unUke the preceding one involved no balancing of 
rights between preferred and common shareholders. 
It demanded no pecuniary sacrifices, no reorganization 
proceedings in the broad sense of the term. Yet 
the trust created by the preferred holders was to be 
administered under most peculiar conditions. Title 
to the stock was to pass to the Trust Company under 
an agreement the actual workings of which were 
controlled absolutely by a small committee in the 
management of the Leather Company. Beneath the 
outward form of the agreement there was involved 
the actual surrender of the rights of the preferred 

• Colgate V. Leather Co , Defendant's affidavit, pp 16, 114, 126, 132, 120 
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shareholders with no certain assurance that these 
rights would be protected by the trustee. Nor did the 
agreement stipulate that the Morton Trust Company 
should obtain a settlement of the dividends in arrears. 
It was merely required to pay over to the registered 
holders of the beneficiary certificates six per cent per 
annum, and so much more, after deducting expenses, 
as the Leather Company saw fit to pay over to the 
trustee. The agreement, owing to the phraseology 
of the original certificate of incorporation, required 
at the outset the assent of over eighty per cent of 
the preferred stock; it could be maintained for ten 
years by the approval of fifty per cent. The manage- 
ment, who were to operate the trust through their 
own committee could easily control this amount. 
The plan, therefore, was a covert attempt on the part 
of a managing few to acquire absolute control of the 
preferred stock through the medium of a voting trust 
directly subservient to their own desires. This real 
purpose was disguised under the pretence of a settle- 
ment of the accumulated dividends. 

After the failure of this third plan of adjustment 
in December, 1903, nothing was done further until 
April, 1904, when vice-president Healy of the United 
States Leather Company wrote to Nathan Allen, 
a large preferred shareholder, suggesting that perhaps 
Armour & Company, producers of green hides, would 
cooperate in the management of the company. ^ Allen 
had had already considerable deaUngs with Armour 
& Company. Some months later a meeting was 
arranged between P. A. Valentine, of Armour & Com- 
pany, and vice-president Healy. This meeting took 
place in Chicago in the late summer and with it began 

• Colgate V. Leather Co., Hoyt affidavit, p. 31. 
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the negotiations which ended finally in a successful 
reorganization. 

From the very beginning the leather combination 
had been weak in its control over the market in which 
it bought its hides. It seemed clear that if only the 
Chicago packers could be induced to cooperate in 
the management of the Leather Company, a great 
and permanent trade advantage would be insured. 
The Armours had their price. At first they asked 
nine milUons ^ of stock in the reorganized company, 
but " after serious and protracted discussion the 
amount of six million two hundred thousand dollars 
was finally fixed." ^ This ample allotment to the 
Chicago packers was not considered a gift. On the 
contrary it was widely heralded that the Armours would 
sell their hides to the United States Leather Company 
on more favorable terms than they extended to other 
tanners. The good will and the cooperation of the 
packers were supposed to have a pecuniary value. 
Yet the real advantage to the Leather Company 
arising from the coveted cooperation is problematical. 
The agreement between the Armours and the com- 
mittee of the Leather Company required that the 
former parties pay for the expenses of the reorganiza- 
tion. The largest single expense of this, so far as can 
be learned, was a fee of fifteen thousand dollars to each 
of the five members of the committee of the directorate 
of the Leather Company with whom the plan was 

' Colgate V Leather Co , Defendant's affidavit p. 115. 

* It IS believed by the writer from information derived from rehable but indirect 
sources that the amount first proposed by Valentine was ten million instead of nine 
as stated in the affidavit, and that the final agreement on $6,200,000 — 10 per cent 
of the outstanding common stock — was due to one of the Armour representatives 
who had charge of the sale of their hides It was the plan of the Armour representa- 
tives before entering the conference, to begm their negotiations on the basis of a high 
figure and gradually work down in accordance with the attitude of the Leather directors. 
Afterwards they expressed surpnse that the leather interests acceded to so high a figure. 
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negotiated. Yet, and here is the weakest point in the 
whole agreement, the Armours did not agree to sell 
hides to the United States Leather Company on 
better terms than those extended to its competitors, 
nor did the Armours agree to retain their stock.^ 
There was absolutely nothing in the agreement to 
prevent the Armours, once in command of the situa- 
tion, from administering the Leather Company in the 
interest of their packing business. Should they fail 
in this, they could sell their stock on the open market 
and withdraw their coveted cooperation. 

An interesting circumstance showing the natiire 
of this cooperation was brought to light at a later 
date. Before the plan of reorganization was published, 
while negotiations were in progress with vice-president 
Healy and others, the Armour interests bought one 
hundred and fifty thousand shares of the conamon 
stock of the United States Leather Company, os- 
tensibly to vote for the resulting plan and thereby 
insure its acceptance. The common stock was then 
selling in the neighborhood of nine or ten dollars a 
share. In the course of these negotiations the Armour 
interests stood out clearly in every particular for the 
interests of the common as against those of the preferred 
stock,^ and the reorganization presently to be con- 
summated was of manifest benefit to the common 
stock, since it would remove the burden of accumulated 
dividends on the preferred. When the plan was made 
public the price of the common stock rose to fifteen 
and later twenty-one dollars per share. 

The final agreement between the various interests 
was framed in New York in the early part of Decem- 
ber, 1904, and the resulting plan of reorganization 

1 Colgate V Leather Co,, Hoyt affidavit, pp. 32, 35 
« Ibid., pp 29, 31. 
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bore the date of December 17th.i The circular 
announcing the details to the public contains some 
statements which were evidently false. Among other 
things it states that the Armours first approached 
the members of the Executive Committee, whereas 
all the affidavits filed in the subsequent Johnson and 
Colgate suits, that allude to these negotiations at all, 
state plainly that the Armours were approached by 
influential officials of the Leather Company. Secondly, 
it gives the stockholders to understand that the Armours 
had acquired " a substantial holding of the shares of 
the Company " at a time prior to the negotiations 
that led up to the reorganization. This was not tiue, 
so far as can be learned. The Armours state directly 
to the court that they did not own any shares in the 
Company prior to these negotiations,^ and as far as 
can be learned, the only stock they owned at the time 
the circular was sent out was either a part or the 
whole of the one hundred and fifty thousand shares 
of the common which they had purchased a month 
or two earlier with the intention of obtaining a specula- 
tive profit through the rise in its market value. Both 
of these points are important because they gave the 
false impression to the stockholders that the Armours 
had, at least partially, earned their " bonus " by a 



1 The definite understanding between the parties was concluded early in November 
but was not made public until later, thus enabling the Armours and the inside interests 
who then held 50,000 shares on syndicate account to manipulate the common stock to 
their better advantage This is proved conclusively from the Valentine affidavit. 
On page 143, hne 10, Valentine states " neither Mr. Armour nor I was the owner of 
or in anywise interested in a single share of the stock of said Company, either Common 
or Preferred, nor did either of us become such owner or so interested until after the 
general or structural features of the plan of December 17, 1904, had been practically 
agreed on with Messrs Hoyt, Healy," etc Later m the same affidavit (page 145, 
line 8) this same Valentine states that he and Mr Armour ** purchased, in the open 
market, dunng November and December, 1904, . . 150,000 shares of Common 
Stock . . . *' Colgate v Leather Co,, Valentine affidavit Also Hoyt Affidavit, p 42, 

' Colgate V. Leather Co Valentine affidavit, p. 143 
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a permanent and bona fide interest in the affairs of the 
Company. 

The circular states that better facilities for credit 
must be insured, that the working balance originally 
obtained from the six million debentures was insuffi- 
cient, and finally that " the establishment of closer 
relations with interests with which this Company 
necessarily has large dealings and the vesting in them 
of substantial accounts of the securities of the Com- 
pany, and especially of its common stock, wiU be a 
material benefit to the Company and to both classes 
of its stockholders." ^ To accompUsh these purposes 
the committee of the directors propose to form a new 
company that shall subsequently acquire the physical 
assets of the United States Leather Company.^ The 
securities of the United States Company are to be 
exchanged for those of the new company on the follow- 
ing basis: For each share of the old preferred stock 
is to be given 50 per cent of first mortgages five per 
cent bonds, 60 per cent of new seven per cent cumulative 
preferred stock and a bonus of 23J per cent of new 
common stock. Each share of old common stock 
is to receive only 30 per cent of new common stock, — 
each ten shares of old being equivalent to three new 
shares. The reorganized company itself is to have 
eighty millions of stock, divided equally into seven 
per cent cumulative preferred and common stock. 
It is proposed also to authorize an issue of forty-five 
milUon of first-mortgage bonds. The issue of United 
States Leather debentures would be allowed to remain 
undisturbed. 

The distribution of the capital items of the two 

1 Circular to Stockholders of The United States Leather Company of December 
17, 1904, par. 4 

2 Ibid. Outline of Plan, Sec. 2. 
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companies can be seen at a glance from the following 
table: — 

Preferred Common 

Bonds Stock Stock 

To holders of the Preferred stock of The 
United States Leather Company ($62,282,- 
300 outstanding) for each share with all its 
accumulated dividends: 

New Company bonds, $50 $31,141,150 

Preferred stock, $50 ... . $31,141,160 

Common stock, $23i .... $14,636,340.50 

To holders of the Common stock of the 
United States Leather Company ($62,882,- 
300 outstanding) for each ten shares, three 
shares of the Common stock of the new 
Company 18364,690.00 

To the Armours for their cdoperation and for 
all services and expenses, whether legal, of 
committees, bankers or otherwise in con- 
summating this proposed plan 6,200,(X)0.00 

Reserved (a) to provide for the retirement 
and redemption of the outstanding deben- 
tures of the United States Leather Com- 
pany; (b) to acquire additional properties; 
(c) to provide additional working capital; 
and (d) for the general purposes of the new 
Company 13,858,850 8,858,850 298,969.50 



Total $45,000,000 $40,000,000 $40,000,000.00 

It will be observed that the fixed charges are reduced 
by an amount equivalent to two per cent on the old 
preferred stock. Leaving aside the interest * on the 
outstanding debentures the reorganized company 
called for the pajmaent of about $1,500,000 on the 
new bonds and $2,200,000 on the new seven per cent 
preferred stock. The fixed charges were therefore 
a little over $3,700,000 dollars, =* an amount exactly 
equal to six per cent on the old preferred stock. The 
original contract demanded eight. The average net 
earnings of the old Leather Company, from its incep- 
tion to the end of December, 1904, had been a little 
over three million dollars. The proposal of the re- 
organization was therefore far from conservative but 

1 About $360,000, varying slightly each year. > $3,736,938. 
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a marked improvement over the unwarranted optimism 
of the early promoters of the combination. 

As a whole it can be said that the plan sought to 
accomplish the following ends, — a new company 
with a more liberal charter, the cooperation of the 
Armours, the extinction of the claims to unpaid divi- 
dends, the reduction of fixed charges, and better facili- 
ties for obtaining working capital. 

One of the most important items in any plan of 
reorganization centers about the changes in the capi- 
talization items. Is the total capitahzation increased 
or decreased while the actual assets remain unchanged ? 
Counting the underlying debentures as the same in 
both cases, amounting in round numbers to five millions, 
the capital liabihty of the old company stood at a 
hundred and thirty millions, that of the new company, 
including the bonus of common stock to the Armours 
but excluding the amounts reserved for " additional 
properties " and " general purposes," at a hundred 
and seven millions. This, it will be observed, represents 
a shght reduction in capitalization, and if the six 
miUions given to the Armours is still further subtracted 
the reduction is more marked. Considering, however, 
that the interest-bearing securities remain essentially 
unchanged, and that the common stock, which is alone 
reduced in amount, was given originally as a bonus, 
the " draining of water " is not thoro. 

Before attempting to estimate the inherent justice 
of this plan of reorganization one is confronted at 
the outset of the discussion with the status of the 
timber-land surplus of the United States Leather 
Company. This surplus, it will be remembered, 
arose from an increased valuation placed upon the 
Company's large hemlock forests. The timber of 
these forests, but not the bark, had been sold to a 
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subsidiary company and the increased value of the 
lands was represented partially by bonds of this concern 
in the treasiiry of the United States Leather Company. 
It was argued by the directors and those who believed 
that the terms offered the preferred shareholders 
were just that this revaluation surplus could not 
rightly be used for the adjustment of their accumulated 
dividends. The original contract between the cor- 
poration and its preferred shareholders stated that 
dividends should be paid only out of net earnings. 
Increase in the value of real property could not be 
construed as net earnings. Moreover, the revalua- 
tion was based on the assumption that the Leather 
Company was a " going concern," a contention which 
seemed to imply that the new value placed upon the 
lands was excessive if the property was to be sold in 
the open market. In opposition to these views those 
who considered the plan unfair to the holders of the 
preferred stock pointed out that timber representing 
the increase in value of the bark lands had been sold 
and the Leather Company had received merchantable 
securities in payment. These securities were, therefore, 
net earnings and could be rightfully used to Uquidate 
the claims to unpaid dividends. To reinforce their 
position they reverted to the circular sent to the 
stockholders in May, 1903, in which the same directors 
declared explicitly ' that the surplus belonged to the 
preferred stockholders for the settlement of their 
dividend claims. The question is certainly an interest- 
ing one from the point of view of accountancy. Its 
solution would seem to depend, in the opinion of the 
present writer, upon the intent behind the sale of the 
timber to the subsidiary company. If this transfer 

1 " Whereas such surplus of the Leather Company might properly be distributed 
among the holders of its preferred stock , . " Preferred Stockholders' Agreement 
of 1903, par. 10. 
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actually represented a bona fide sale of property without 
involving a corresponding diminution of capital assets, 
then the profits were certainly a part of the net profit? 
of the business and could be used legitimately to reduce 
the outstanding Uabilities to the preferred shareholders. 
If, on the contrary, the formation of a subsidiary 
corporation involved only a legal fiction and the 
sale of lumber to it indicated no bona fide sale, then 
the profits arising were certainly not net profits and 
could not be used to Uquidate the claims of the pre- 
ferred shareholders. The question, unfortunately, was 
not passed upon by the co\irt,i when the whole reorgan- 
ization came under its review. 

Setting aside this question of accountancy it would 
seem that the justice of the plan was defensible upon 
either of two lines of evidence, — the actual value 
of the property at issue or the market value of 
the various securities concerned in the reorganization. 
That is, the fairness of the reorganization can be 
tested by two different fines of evidence, — the equity 
or inventory value of the assets behind the preferred 
stock and the market value of the securities before 
and after the consummation of the reorganization. 

First, we will examine into the inventory value or 
equity behind the preferred stock. At the time the 
tanneries and bark lands were acquired in 1893 there 
seems httle doubt but that they were paid for in pre- 
ferred stock on the basis of a fair valuation. The 
six milUons of debentures were issued for cash, the 
bankers getting their commission in common stock. 

1 Two of the leading cases regarding the legal status of a surplus in excess of a 
stock hability are Williams V Western Union Telegraph Co (93 N Y 162) and Roberts 
V. Roberts-Wicks Co. (184 N Y 257). In the former Earl, J , states that when the 
property of a corporation exceeds its capital stock " such surplus, m a strict legal 
sense, is not a portion of its capital and is always regarded as surplus profits " (p 188). 
And in the second case,, Gray, J , said " When the property of a corporation has ac- 
cumulated in excess of its chartered capital, the excess may be regarded and dealt 
with as constituting a surplus of profits " (p. 266). 
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This cash was invested directly in the business. We 
may therefore say that the properties of the Leather 
Company were, on a fair market valuation, originally 
worth the face value of the preferred stock and the 
debentures, $68,283,300. On January 1, 1905, a 
fair date for comparison, the United States Leather 
Company had acquired a surplus on net earnings 
of $3,964,813, and a surplus from the revaluation 
of the bark lands of $14,235,198, making a total sur- 
plus of $18,200,011. The small surplus from net 
earnings had been, very largely, invested in the pro- 
perties, so that on January 1, 1905, a fair valuation 
of the physical properties of the Leather Company 
would be about $86,483,311, and from this subtracting 
the debentures, — on January 1, 1905, $5,280,000, — 
it appears that the sixty-two odd millions of preferred 
stock was represented by actual physical property 
to the value of about $81,203,311. The surplus to 
the preferred shareholders was therefore about $18,- 
920,011. This represented $30.38 a share. The ac- 
cumulated unpaid dividends amounted then to 41 
per cent so that it is quite right to say that the claim 
for unpaid dividends was worth about seventy-five 
cents on the dollar. For this $30.38 per share of 
actual property the preferred shareholders were asked 
to accept 23^ per cent of new common stock. On 
the basis of the market quotation of fifteen dollars 
per share for the old common stock this allowance 
was worth $11.76. In other words, for a legal claim 
to $41 per-share and an actual inventory surplus of 
$30.38 per share the preferred holders were asked to 
accept securities the market value of which was about 
twelve dollars. From such a statement of the case 
it would seem that the reorganization was unfair 
to the owners of the preferred stock. 
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And if we now turn to the equity value of this allow- 
ance of conunon stock the story is not very different. 
The new common stock would have an equity value, 
if the reasoning suggested in the preceding paragraph 
is approximately true, of about $18,920,011 of actual 
property. Dividing the equity value by the par 
value proposed to be issued, we reach the conclusion 
that each share of the new common stock had a prop- 
erty value back of it of about $48. The preferred 
stockholders were to receive 23^ per cent of their 
holdings in this common stock in consideration of 
their claim to unpaid dividends. In property value 
this 23| per cent of common stock had an equity 
back of it of only about $11.28. From these figures 
it would again seem that the plan of reorganization 
was unfair to the preferred shareholders.* 

^ These estimfttes can be summarized in the following table. They assume that 
an adequate depreciation charge was made each year. 

Equity value of Preferred Claim 
Surplus from net earnings May 1, 1893, to 

Jan. 1, 1905 $3,964,813 

Surplus — Revaluation of Bark 14,235,198 

Total surplus, Jan. 1, 1905 18,200,011 

Preferred Stock 62,283,300 

Debentures 6,000,000 

Original Property Investment 68,283,300 

Total Physical Property, Jan. 1, 1906 86,483,311 

Debentures Outstanding 5,280,000 

Equity to Preferred Stock 81,203,311 

Surplus to Preferred Stock 18,920,011 

Surplus per share of Preferred Stock 30.38 

Accumulated Unpaid Dividends 41.08 

Percentage of Actual Property to Preferred 

Claim 74% 

Market value of the 23% new stock offered 

(on basis of $15 for old stock) 11.7S 

Equity value of Common Stock offered 
Equity to New Common Stock as above .... 18,920,011 

Common Stock outstanding against this 39,701,030 

Equity value per share $48. 

Equity value of 23i% offered $11.28 
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But there were other considerations than the mere 
adjustment of inventory values. If we turn to the 
market prices of the preferred shares as affected by 
the reorganization, the story presents another side. 
The rehabihtation of the Company's finances was 
undoubtedly of general advantage to the credit of the 
corporation. This fact is clearly shown by the im- 
provement in the market quotations of its preferred 
shares. During the first six months of the year 1904, 
before the publication of any plan of reorganization 
on the lines sketched above, the preferred stock aver- 
aged $78 a share. During the time the plan was being 
worked out, the stock rose steadily in value and soon 
after the plan was made public it touched $106. Dur- 
ing the first half of 1905 the stock averaged $108 
and during the last half $115. It is very clear, there- 
fore, in spite of the estimates outlined in the preceding 
paragraph, based as they were upon inventory value 
rather than on market quotations, that the reorganiza- 
tion was of manifest pecuniary benefit to the preferred 
shareholders. Irrespective of any inventory value, 
it was thoroly fair since the market value of the pre- 
ferred shares increased by an amount equal to the 
unpaid claims to dividends. 

These two lines of reasoning bring into clear contrast 
two different points of view about which all estimates 
of fairness somehow center. According to a com- 
putation based on inventory values the preferred 
shareholders were unfairly treated; if the estimate 
is based on the enhancement of the value of their 
securities in the open market, from 78 to 118 within 
a comparatively short period and due entirely to 
the supposed advantages of the reorganization, one 
must presume that they were treated with the utmost 
hberaUty. It is a question of the same order as is 
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frequently presented in financial readjustments. It 
indicates the importance of intangible factors in 
determining the value of corporate secvu-ities. 

The plan of reorganization just sketched did not 
meet with immediate and unqualified approval. Aside 
from the grumblings of both preferred and common 
stockholders,^ — grumbhngs that always appear no 
matter how fair any plan may be, — the two matters 
which called for the most universal condemnation were 
those conditions of the reorganization already dwelt 
upon. They were the gift of over six million dollars 
of common stock to the Armours and the slight con- 
sideration given to the accumulated dividend claim 
of the preferred shareholders. However, by February 
15, 1905, 413,143 ' shares of the preferred, and 429,- 
997 2 of the conunon had been deposited with the 
Central Trust Company of New York, and on the 
following day the Committee announced that the plan 
was operative. Two days later the interim certifi- 
cates were hsted on the New York Stock Exchange. 

On April 12, 1905, the Central Leather Company 
was incorporated under the 1893 Corporation Act 
of New Jersey.^ Soon thereafter, about May 23d, the 
interim certificates of the Central Trust Company 
were exchanged for the bonds and stocks of the Central 
Leather Company in accordance with a plan of exchange 
outHned in an earlier paragraph. The reorganization 
of the old company was actually accomplished. The 
number of sales of the United States Leather Company 
stock diminished to insignificance and those of the 
Central Leather Company assmned some appearance 

1 For example, published letters of dissatisfied sliareliolders. See letter to Boston 
Herald dated December 17, 1904, New York Evemng Herald, dated December 19, 
1904. 

8 Colgate V. Leather Co., Valentine affidavit, p. 146. 



98 QUARTERLY JOURNAL OF ECONOMICS 

of speculative activity. A large amount of the floating 
supply of the old stock was acquired in the interests 
of the reorganization and by the close of 1906, 575,180 ^ 
shares of the preferred or 92 per cent of the total issue, 
and 614,828 ^ shares of the common or 97 per cent 
of the total issue were in the control of the new Com- 
pany. 

In the years immediately following the reorganiza- 
tion, the two companies were in a legal sense separate 
concerns. This separation, however, was Uttle more 
than a legal fiction. The directors of the old United 
States Leather Company were directors in the new 
Central Leather Company. The two companies had 
identical ofiices and the same places of business. Altho 
at first merely a holding company, the Central Leather 
Company began immediately to acquire and operate 
competing tanneries. They obtained the tanneries 
of L. Beebe and Sons, N. R. Allen's Sons Co., Cover 
and Drayton, V. A. WaUin and Co., and certain smaller 
interests. For these additional properties payment 
was made partly in Treasury bonds and stocks and 
partly by the sale of these same securities. The 
Central Leather Company represented, therefore, 
almost from its inception an interesting example 
of an operating and a holding company in one. 

Beginning July 1, 1905, dividends on the preferred 
stock of the Central Company began to accummulate 
and they have been regularly paid ever since. It 
would seem, therefore, that the reorganization of 
the old United States Leather Company had been 
finally accomplished in 1905, and that there remained 
nothing to complete it except the formal merger of 
the two companies. The few outstanding stockholders 

« Act of March 8, 1893 P. L. 1893, p. 121. 

• Colgate V. Leather Co., affidavit of M. F. Hammond, " Exibit A," p. 146. 
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apparently had no alternative other than to sell their 
stock in the market to the agents of the directors who 
stood ready to buy at a liberal price, or to accede to 
the terms of exchange originally proffered them. 
In the eyes of the management, this seemed to be 
the natural course of events. They therefore moved 
forward to the last step in their plan of reorganization; 
they attempted to compel the remaining stockholders 
of the United States Leather Company to accede 
to a merger of the two corporations. On December 
18, 1906, official notices were sent to the stockholders 
of both companies stating that there would be stock- 
holders meetings of both companies on January 16, 1907. 
The immediate purpose of these was stated as the 
" adoption or rejection of a joint agreement, dated 
December 8, 1906, entered into by the directors respec- 
tively of the United States Leather Company and the 
Central Leather Company for the merger and consoU- 
dation of the two corporations on the terms and condi- 
tions of said agreement set forth and in accordance 
with the statutes of New Jersey." ^ The agreement 
mentioned was merely the agreement between the 
identical directors and officers of the two companies 
to merge. It offered the outstanding stockholders of 
the old United States Company the terms of exchange 
by which the Central Company had originally acquired 
the majority of the stock. Considering the fact 
that the directors and officers of the two companies 
were the same, one wonders how much freedom of 
contract lay behind the legal form of this agreement. 
Judge Pinch, in his famous decision leading to the 
dissolution of the old trust form of combinations, 
made it clear that in corporation law it was essential 
to look behind the legal fiction involved in the cor- 

1 Notice of special meeting of stockholders, dated December 18, 1906. 
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poration and recognize the human motives that lay 
hidden beneath.^ The appUcation of this doctrine 
in the present instance is interesting. 

In the notice to the stockholders reference was 
made to the statutes of New Jersey. At the time in 
question, 1907, these required only a two-thirds vote 
of the stockholders of two corporations to ratify a 
merger. Since the Central Leather Company then 
controlled over 95 per cent of the United States stock 
it looked as if the plan had been actually accom- 
pUshed, except for legal formalities. But the "best 
laid schemes" of even astute corporation lawyers 
" gang aft agley." A firm of New York bankers, 
James B. Colgate and Company, entered into an 
agreement with a number of the outstanding minority 
shareholders of the old Leather Company to contest 
the merger. Accordingly two suits were brought with 
that object in view on January 12th, just four days 
before the special meeting at which it was proposed 
to ratify the agreement of merger. 

It is beside our present purpose to review the Utiga- 
tion in any detail. One notes in passing, however, 
an interesting question concerning the powers of 
stockholders derived from the statutes under which a 
corporation's charter is granted. In the present case, 
did the statute rights of the original shareholders lapse 
when they transferred their stock to other persons ? 
This somewhat academic query assumed importance 
because the corporation laws of New Jersey were 
changed soon after the formation of the company. 
The courts did not render a final decision on this ques- 
tion. 

The subsequent steps of the reorganization can 
be told briefly. Vice-Chancellor Emory, who de- 
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livered the opinion of the lower court in the application 
for an injunction -pendente lite overruled most of the 
contentions of the Colgate complainants. He held, 
however, that the merger violated the rights of the 
preferred stockholders of the United States Company 
in that it required them to accept the securities of the 
new Central Leather Company in lieu of their claim 
for unpaid dividends. With this decision in mind, 
the directors of the two corporations then presented 
to the stockholders a modified agreement under date 
of October 10, 1907, permitting the dissenting minority 
stockholders to retain " any lawful right ... to 
receive any dividends accrued and unpaid." The 
lower court then modified the preliminary injunction 
to the extent of allowing this agreement to be sub- 
mitted to the stockholders of the companies for ap- 
proval. From this decision of the lower court the 
original complainants, Colgate and others, appealed 
to the Court of Errors and Appeals. The case was 
argued in the higher court June 24, 1908, and a decision 
was rendered by Chancellor Pitney the first of March 
following. The court expressed itself very forcibly 
against the merger on the ground of the difference 
between the charters of the two companies. The 
original United States Leather Company, organized 
early in 1893, obtained merely an old-fashioned charter 
which permitted it to conduct the leather business, 
but said nothing about running railroads or doing 
a hundred other things which find their way into 
modern corporation charters. By 1906, however, 
the corporation law of New Jersey was no longer 
troubled by any such narrowness of vision. The 
lawyers of the Central Leather Company obtained 
for their cUents a typical New Jersey charter which 
permitted the corporation to do anything outside 
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the state of New Jersey that it saw fit to do, — for 
instance, to operate railroads. The statutes dealing 
with the merger of corporations, even those connected 
with the Act of 1893, required that the two corpora- 
tions to be merged should be organized for the purpose 
of carrying on businesses " of the same or a similar 
nature." ^ Obviously the operating of railroads is 
not a business of the same or similar nature as the 
tanning of hides altho the lawyers of the Leather 
Company endeavored in all seriousness to convince 
the court that one was incidental to the other. 

On the announcement of this decision a stockholders' 
meeting was called in order to modify the charter of 
the Central Leather Company so that the charters of 
the two companies should more nearly agree. This 
was done on August 19, 1909. Meanwhile rumors of 
settlement out of court became cinrent in banking 
circles. It was pointed out, rightly perhaps, that the 
general opinion of the higher court, aside from the 
difference in charters, was unfavorable to the proposed 
merger. This being so, the leather companies would 
do well to settle their dispute with the minority stock- 
holders rather than risk another hearing. On Sep- 
tember 23d, the Colgate suit was withdrawn and the 
terms of settlement were made public a few days 
later. An offer was made by the Central Leather 
Company to the muiority holders of the old United 
States Leather stock which embodied an alternative. 
The stockholders could either accept for each share 
of old preferred stock $50 ui first-mortgage bonds, 
$55 of the Central Leather Company preferred stock 
taken at 110, and $25 in cash, or else $50 in bonds, 
$50 in preferred stock, 23| per cent in common stock, 
and $10 in cash. This second offer was identical with 

• Public Laws, 1893, p 121 
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the original offer in the plan of reorganization with the 
addition of a bonus of ten dollars. On a basis of 
market values there was little to choose between these 
two offers and one or the other was ahnost immediately 
accepted by practically all the outstanding minority. 
Thus ended the protracted reorganization of the old 
United States Leather Company. 

Altho the contestants, Colgate and others, seemed 
to be fighting for the rights of a small minority, a 
large part of those who joined the suit were actuated 
by no such lofty ideals of abstract justice. Many of 
them acquired their stock long after the plan of re- 
organization was made public and some even after 
the suit had passed through the preliminary stages 
of trial. These men entered the contest with no pur- 
pose of defending rights already existent. They 
had a speculative interest only. Reduced to its 
simplest terms they believed they were in a position, 
by restraining the merger, to compel the management 
to offer exorbitant terms of settlement. All reorganiza- 
tion proceedings are impeded by the horde of gamblers 
who stand ready to buy, on a speculative basis, almost 
any security of doubtful value and then to clamor 
loudly for the abstract justice of their rights.^ 

In surveying this protracted reorganization one must 
recognize that inadequate business foresight and 
managerial power lay at the bottom of the failure of 
the sole leather combination. It was this lack of 
entrepreneur abiUty rather than the keenness of 
competition that prevented success. The management 
of a corporation with over sixty millions in assets 

1 See the HiU affidavit in the Colgate sui , where the holdings of the complainants 
are given in detail A large part, perhaps even a majority, of these holdings were 
acquired after February 15, 1905, after the reorganization was announced E C, 
Potter and Co , J J. Dantzig, H Feuchtwanger, owned no stock until alter the plan 
had been declared operative. These contestants were active in their protestations. 
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demands a business skill greater than that possessed by 
the old leather interests. They chose the wrong time 
to promote their enterprise, they burdened it with 
fictitious capitaUzation, and choked its life by excessive 
fixed charges. 

The reorganization which followed these blunders 
is noteworthy in many respects. Altho not altogether 
free from objectional features, it was, nevertheless, 
when compared with such reorganization as the As- 
phalt, Malting, Shipbuilding, and Salt Companies, 
notably free from fraud and deceit. It turned upon a 
single issue, — the adjustment of fixed charges to 
earnings. As a result both the capitalization and the 
fixed charges were reduced. In this respect it is 
typical of most industrial reorganizations and in 
contrast to most raihoad reorganizations. In fact, 
it is the simpUcity of motive that makes the history 
of the Leather Company significant for the general 
study of industrial reorganizations. 

Arthur S. Dewing. 

Habvabd Univbbsitt. 



